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Introduction

Global spending in the pharmaceutical market is expected to exceed $1.5 trillion by Tracking Trends in LHS-Owned Specialty Pharmacy
2023, with most developed healthcare markets expected to spend close to 50% of their

total drug spending on specialty pharmaceuticals.’ In the US, spending on specialty
pharmaceuticals as a percentage of all drug spending has increased from 44.7% in 2018
to 47.7% in 2019, despite only 2% of the population utilizing specialty drugs.?

As Leading Health Systems (LHS) face growing pharmacy costs and margin pressures,

aligning the financing and delivery of healthcare has never been more critical. In

recent years, many LHS have pivoted toward building competitive in-house specialty

pharmacies in a market largely dominated by payer, PBM-owned, and independent

specialty pharmacies. LHS are now examining how to expand their specialty pharmacies

in size and sophistication. To date, LHS have experienced increases in the utilization of ‘ 2021+

their specialty pharmacies, overall patient census, and the rate of internal prescription :
capture among their own providers. As the use of specialty medications grows, LHS will |ntegrate INto
continue to face challenges with maintaining access to payer networks and medications, clinical WOI’kﬂOW
as well as optimizing technology and analytics to support their pharmacy operations.

As the estimated 240+ health system-owned specialty pharmacies look to the future,

some are pursuing strategies which aim to more closely integrate pharmacy services ‘ 2020

with established care delivery pathways in order to optimize continuity of care.® Other Grow in size and
LHS continue to evaluate whether their pharmacy strategy is best served by building

capabilities internally, partnering, or outsourcing. SOphiStiCatiOﬂ

The Academy continues to annually track trends across top priorities and challenges for
health system pharmacy leaders. Building on the previous year’s report, the following ‘ 2019
report captures directional trends in the LHS specialty pharmacy market.

Build competitive
advantage

TIQVIA, “The Global Use of Medicine in 2019 and Outlook to 2023

2 Express Scripts, “2019 Drug Trend Report.”
3 The Academy Proprietary Database. 2020.
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https://academynet.com/sites/default/files/trendsinspecialtypharmacy_0.pdf

Perspectives Represent Significant Share of US Healthcare Market

The 15 Participating Health Systems Represent a Significant Share of the Market
Health System Size (TOR)

/I ) /I 8 |\/| Small Medium Large
: <$2B-21% $2-5B - 36% >$5B -43%

Hospitals Inpatient Admissions
7% West 36% Southeast
3 /I I\/l Q\l; 4 . 7 B 7% Midwest 21% Northeast
29% Southwest

Total Outpatient Average Total
Visits Operating Revenue (TOR)

Respondent Roles

Chief Pharmacy Officer
System Director, Specialty Pharmacy

VP, Specialty and Retail Pharmacy

VP, Pharmacy Services

Note: Total Operating Revenue (TOR): Defined as all revenue deriving from both health plan (if applicable) and patient care. All data and findings
included in this report are reflective of survey responses from executives at Leading Health Systems. The report is a compilation of quantitative survey
data (n=14) and qualitative insights (n=6) to provide perspectives for 15 unique health systems. For additional methodology details, see page 30 of

this report. Percentages may not add to 100 in all cases due to rounding.
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Key Trends

LHS have been successful in growing their specialty pharmacies, measured by increases in utilization, growth in the overall patient
y census, and increases in internal prescription capture rates.

= The proportion of LHS reporting that efforts to increase the utilization of their specialty pharmacy are “good” or “outstanding” has steadily increased from 54% in 2017
to 85% in 2020.

= |n 2020, 46% of LHS report growth in their specialty pharmacy patient census of 51-75% in the past year, indicating significant acceleration since 2017, where over halt
(57%) of LHS reported growth of 0-10%.

=  Nearly all (91%) of surveyed LHS report that the percentage of their own providers prescribing to their in-house specialty pharmacy has increased over the past year.

Access to payer contracts, access to specialty medications, and optimizing technology for clinical workflow and operations remain
top priorities for LHS specialty pharmacies.

=  Access to payer contracts has continued to grow in importance for LHS, and remains the top priority for specialty pharmacy leaders - up from 40% in 2017 to 77% in
2020.

As the specialty pharmacy market expands, LHS are re-evaluating growth strategies and the degree to which pharmacy services
are integrated into care pathways.

= |HS continue to examine strategic plans for specialty pharmacy based on internal core competencies, the competitive landscape within their geographical markets, and

patient/payer mix. Some LHS seek to closely integrate pharmacy services into the clinical care process in order to maximize continuity of care, access to medications,
and medication adherence.

© Copyright 2020 The Health Management Academy. All rights reserved.



2020: Growtn in Size and Sopnistication
Tracking trends in LHS specialty pharmacy trom 2017-2020



Most LHS Specialty Pharmacies are in the Growth Stage

Stages of Maturity Across LHS-Owned LHS-Owned Specialty Pharmacy Maturity, Self-Reported
Specialty Pharmacy Programs (2020)

Start-up: The specialty pharmacy program is relatively new, and Start 87
in the early stages of building its capabilities and services. art-up O

Growth Stage: The specialty pharmacy program is established,
focused on growing revenue and its patient base, and Growth Stage
expanding into additional markets.

Mature: The specialty pharmacy program is large and/or well- Mature

established, and focused on innovation, disruption, and market
leadership.

................................................... Other ReMZa

Other: Responses included: late growth stage/early maturity,
and too early to report.

*Percentages may not equal 100 due to rounding.
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| HS Specialty Pharmacies Vary in Size

Amid the broader growth in the specialty pharmacy market, LHS specialty pharmacies operate at varying levels of revenue

Most Specialty Pharmacies Are Mid-Size, Growth Stage Annual Specialty Pharmacy Gross Revenue Across LHS

Most LHS specialty pharmacies (72%) report annual gross revenue of (2020)

between $50 and $300 million, with smaller proportions in the lower ranges

(7% with revenue from $0-20 million) and upper ranges (14% with revenue Too Early Stages to Categorize Revenue

from $300 million - $1 billion). Given that over half (54%) of LHS specialty $0-20 Million
pharmacies self-report as ‘growth stage, one would expect that average
revenue will continue to expand in the coming years.

$300 Million -
1 Billion

In order to successfully grow their specialty pharmacies, LHS are focusing on
increasing their margins, capturing more internal provider prescriptions, and
growing their patient base. LHS of all sizes and revenue levels continue to
face challenges around access to payer networks and specialty medications.

$50-100 Million

“My chief concern is to make sure our pharmacy
is growing in size and sophistication, fast enough
to remain relevant and competitive in this rapidly Represented

tightening space. $100-300 Million * $20-50 Million
- Director of Specialty Pharmacy, Leading Health System e $1Billion +

Categories Not

*Percentages may not equal 100 due to rounding.
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Steady Improvement in Growing Utilization ot Specialty Pharmacy

LHS Success in Driving Growth in Utilization of Specialty Pharmacy, Self-Reported Positive Trends for LHS in Pharmacy Usage

(2017-2020) The proportion of LHS who report that their efforts to grow
the utilization of their specialty pharmacy were “good” or
“outstanding” has steadily increased, from 54% in 2017 to

LHS executives attribute this growth to three driving

201
factors:

AULE  15% 30% :

LHS' shift in strategic focus after recognizing that
specialty medications have become increasingly
important to achieve better clinical outcomes for
2019 patients with difficult-to-treat or rare diseases, as
demonstrated by growth in the global specialty
pharmacy market, at large.

2020 15% = LHS becoming more mature in their care delivery
models, and improving the integration of
pharmacy into care delivery, with many LHS seeing

0% 20% 40% 60% 80% 100% improvements in medication adherence, patient

outcomes, and access to medications.
Percent of LHS

= |LHS' pursuit of growth in pharmacy revenue has

‘ Poor Below Average ‘ Average Good Outstanding resulted in an increased focus from leaders on

encouraging internal providers to prescribe to their
specialty pharmacies, retaining a greater number of

*Percentages may not equal 100 due to rounding. scripts within the health system.
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Accelerating Growth in Patient Census

Growing the specialty pharmacy patient census presents challenges for LHS around workforce management and supply
chain, as well as opportunities for improving patient outcomes and increasing revenue

Growth in LHS Specialty Pharmacy Patient Census, Self-Reported Substantial Growth in Patient Census

(2017-2020) Most LHS have seen substantial growth in their specialty
pharmacy patient census in the past year, and that growth
has been accelerating since 2017.1n 2017, over half (57%)
57% 21% 7% of LHS reported that their specialty pharmacy patient
census had grown between 0-10% in the past year, while
in 2020 nearly two-thirds (61%) reported growth of at least
51% in the previous year.
25% T

25%

LHS report that the growth in their specialty pharmacy
patient census provides an opportunity to better serve a
239 larger amount of patients, and further strengthen internal
& capacity for pharmacy services. Achieving increased
provider buy-in and keeping more prescriptions in-house
also provides LHS with a revenue growth opportunity.

o) o)
15% 15% The challenges LHS face with growing their patient census
continue to center around workforce management and
0% 20% 40% 60% 80% 100% supply chain. As the volume of patients and prescriptions
continues to increase, LHS' staff and supply chain face
Percent of LHS increased pressure.

Qo010 O 11-5% @ 26-50% 51-75% 91-100%

*Percentages may not equal 100 due to rounding.
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Success in Increasing Internal Prescription Capture Rates

Success in Internal Provider Pharmacy Use Growth in LHS' Internal Prescription Capture, Self-Reported

Nearly all (91%) of surveyed LHS report that the percentage of their own (2020)
providers prescribing to their specialty pharmacy has increased over the past
year. This growing success in prescription capture reflects LHS' strategic focus
on strengthening internal capabilities and processes for specialty pharmacy, and
achieving buy-in among clinical staff on the value of prescribing in-house. Some
LHS executives expressed that this growing success in prescription capture rates
and internal prescribing behavior may also be an indicator of the strong internal
messaging and organizational presence of the pharmacy group.

0-20%

20-40%

Some LHS found value in employees filling their own prescriptions through their
in-house specialty pharmacy as a means to build up specialty pharmacy expertise
and capacity, particularly when in the early stages of specialty pharmacy growth.

40-60%

60-80%

Percentage of internal providers who
prescribe to LHS specialty pharmacy

“One of the key levers of success in specialty 80+Y%
pharmacy is capture - marketing is a big part of that."

Percent of LHS

- Vice President, Pharmacy Services, Leading Health System

*Percentages may not equal 100 due to rounding.
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Continued Expansion of Disease States Serviced

As LHS grow and mature their specialty pharmacy business, they are continuing to broaden the range of disease states they
serve through their specialty pharmacies

Disease States Serviced in LHS Specialty Pharmacy Significant Increase in Disease States
(2017-2020) Serviced
In 2020, LHS expanded the number of disease states
100% serviced by their specialty pharmacies, both in breadth

and depth. In 2017, the average LHS specialty pharmacy
serviced 47% of the nine commonly serviced disease states,
while in 2020, that number rose to 85%. This continued
expansion may be an indication of LHS" growing footprint
in the specialty pharmacy space, as well as the advantage
that health system-centered specialty pharmacies offer in
continuity of care compared to non-health system-centered
specialty pharmacies.

80%

60%
40%
0l ol |
0%
G©

S N S ) S S
& ¢ O W &
¥ S & € & &

Percent of LHS

LHS executives indicate several factors which affect an LHS'
ability to service a particular disease: payer contracting,
medication availability/access, and patient mix. These
factors, especially access to payer contracts and Limited
Distribution Drugs (LDDs), are constantly in flux, leading to
S variation year-over-year in LHS" ability to service particular
diseases.

@ 2017 O 2018 @ 2019 2020

*Percentages may not equal 100 due to rounding.
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Oncology, Rheumatology Have Produced Steady Growth

Disease States Driving Growth in LHS Specialty Pharmacy

(2017-2020)
100%
80%
T
= 60%
O
5
O 40%
9
20%
. 1l 1 .I
\Q\Q® \\Q® \\Q® \Q\Q® ®,§ \\g® Q\g® .\\,»b\
¥ & S’Q Ny \\(@ NS R @“Q N
S Y RN N N
Q’)rb \QQ) \&\Q’
s

@ 2017 2018 @ 2019 2020

*Percentages may not equal 100 due to rounding.
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Oncology and Rheumatology Drive
Growth

Since 2017, Oncology and Rheumatology have
consistently remained the top two disease states driving
growth in LHS specialty pharmacy. Growth in Neurology
decreased significantly from 2019, perhaps partially
reflecting a decline in the pipeline of drugs to treat
neurodegenerative diseases such as Alzheimer’s and
Parkinson'’s, following the failure of several high-profile
clinical trials."

The overall growth in Oncology spending across
LHS specialty pharmacies is slowing somewhat, but
is still significant. There has also been an increase in
Oncology clinical trial activity, which may be due in part
to excitement and optimism around the growth and
adoption of precision medicine therapies.?

"New York Times, “"An Alzheimer's Treatment Fails,” 2020.
2 Genentech, “2019 Oncology Trend Report.”
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Top 2020 Priorities Include Payer Contracts & Medication Access

The importance of gaining access to payer contracts has continued to grow for LHS, . . .

and remains the top priority for specialty pharmacy leaders - up from 40% in 2017 to “We can't Just wait for Jeff Bezos to decide how he's

77% in 2020. As health systems become more experienced in their specialty pharmacy going to change pharmacy, we need to do it ourselves.”
operations, their top priorities may broaden to also encompass workflow optimization

and increasing the usage of data analytics. - Director, Pharmacy Services, Leading Health System

Specialty Pharmacy Priority Hierarchy Across LHS

(2020)
First Priority for LHS in 2020 Second Priority for LHS in 2020 Third Priority for LHS in 2020
50% 35%
" 80% 30%
o A0%
E o 7 7 /O 0 250&)
& 60% .
8 30% 20%
-
g A0 20% 239, 15%
0] 10%
o
209 0 15%
0% 39, 39, 39, 10% 2 59, 8%
0% B N 0% 0%
Access to Hiring & Health Optimizing Accessto ~ Optimizing  Physician Hiring&  Driving Scale Optimizing  DrivingScale  Physician Hiring & Access to
Payer Retiring Staff ~ System Technology Specialty ~ Technology  Engagement Retiring Staff ~ &Efficiency Technology ~ &Efficiency  Engagement Retiring Staff  Specialty
Contracts toMaintain  Engagement  to Support Medications  to Support to Maintain to Support toMaintain  Medications
Growth Workflow & Workflow & Growth Workflow & Growth
Operations Operations Operations

*Percentages may not equal 100 due to rounding.
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Margin, Prescription Capture, Patient Satistaction are Top Metrics

LHS track a wide range of metrics, but prioritize a much narrower subset of metrics deemed critical for
specialty pharmacy success

The metrics LHS use to track the success of their specialty pharmacy strategy are broad, including prescription fill rates, medication adherence, percentage of 340B prescriptions, etc. LHS
do, however, prioritize a much narrower subset of three key metrics to track success, including gross margin (64%), prescription capture rates (64%), and patient satisfaction (50%). LHS'
prioritization of these metrics demonstrates LHS' continued focus on achieving stability and financial health for their specialty pharmacies.

In addition, nearly all LHS (92%) have a dedicated pharmacy staff member who focuses on tracking these metrics using data analytics. As LHS specialty pharmacies continue to grow in
size and sophistication, analytical capabilities may increase in importance, allowing LHS to further maximize the efficiency of their operations.

Three Most Important Metrics for LHS Specialty Pharmacies Metrics LHS Specialty Pharmacies Track
(2020) (2020)

Ratio of Pharmacy Benefit to Medical Benefit Ratio of Pharmacy Benefit to Medical Benefit

Medication Adherence Medication Adherence

Fil Rate Fill Rate

Refill Percentage Refill Percentage
Provider Satisfaction Provider Satisfaction
Patient Satisfaction Patient Satisfaction

Percentage of 340B Prescriptions Percentage of 340B Prescriptions

Prescription Capture Rates Prescription Capture Rates

*Percentages may not equal 100 due to rounding.
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Access to Limited Distribution Drugs Remains a Challenge

Sufficient access to Limited Distribution Drugs (LDDs) is foundational to LHS success and sustainability in the specialty pharmacy market. Overall, health system access to LDDs has
continued to increase since 2017, but challenges around certain narrow-network drugs remain.

LHS with specialty pharmacies in the early stages of development report the greatest difficulties in accessing LDDs, with many reporting that there are 15 or more LDDs to which they
do not currently have access. This may reflect the barriers to entry in the specialty pharmacy space, particularly around establishing relationships with payer networks and growing the
prescription capture rate.

LHS Access to LDDs Number of LDDs LHS Are Unable to Access
(2017-2019) (2020)

80% o)
0 69% re 4-6 1DDs
o 70% =
O 60% S
< 60% <
S 50% S 7-10LDDs
S 40% A
S 40% A
92, Y—
L 30% °© 11-14 LDDs
HC_) )]
2 20% €
% 10% - 15+ LDDs
(a1

0%
2017 2018 2019 Percent of LHS

*Percentages may not equal 100 due to rounding.
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There is Interest in Value-Based Contracting, Yet Little Action

There is broad interest in value-based contracting with pharmaceutical companies, but few LHS have significant value-based
contracts currently in place

Value Contracting for Pharma Still in Early Stages Proportion of LHS Participating in Value-Based
Three-quarters of LHS (75%) report that they have not currently implemented Pharmaceutical Contracts

value-based contracts with pharmaceutical companies, but are considering (2020)

doingso.LHS executivesindicate anumber of reasons why LHS may be cautious

inimplementing value-based contracting. First, a large-scale, proven model for Have Implemented for One or More Drugs

this type of contracting does not yet currently existin the US, though there have
been examples of analogous contracts for medical devices," and analogous
discussion around how laboratory and pathology services can support LHS in
their move towards value-based models.?

Have Not Implemented and are Not Considering

Second, the general trend toward increased value-based contracting is steadly,
but there are still mixed incentives for assuming full risk in the value-based
contracting approach, given the current predominance of fee-for-service
payment models. Third, the regulatory environment continues to evolve, with
uncertainties remaining around the degree to which future healthcare delivery
and payment models will facilitate LHS" ability to successfully execute value-
based contracts.® For example, Medicaid best-price rules and anti-kickback
provisionsunderthe Stark rule may needto be adjustedto betteraccommodate

experiments in value-based payment arrangements.3
Have Not Implemented

butare Considering

Categories Not Represented
* Are in the Process of Implementing for Some Drugs

' Medtronic, “Risk-Based Contracting & Process Innovation.”
2 Clinical Lab 2.0. “Northwell Health: the 10- year outcomes after deciding to keep the lab.”
3 USC-Brookings Initiative for Health Policy, “Reining in Pharmaceutical Costs.”

*Percentages may not equal 100 due to rounding.
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Many LHS Considering Starting a PBM, but Few are Taking Action

LHS Perspectives on Starting In-house PBM LHS Weigh Challenges and Opportunities with In-house
(2019-2020) PBMs

Many LHS executives recognize the potential value in starting an in-house PBM,
yet have no immediate plans to do so in the near future. However, the proportion
of LHS in preliminary discussions (without having an established timeline) around
starting their own PBM has increased slightly, from 22% in 2019 to 31% in 2020.
There has also been a corresponding decrease in the proportion of LHS who
state that they have no immediate plans to start a PBM, from 50% in 2019 to 38%
in 2020. The proportion of LHS who are planning on starting their PBM within
the next two years has remained relatively steady, at 8% in 2020 compared to
7% in 2019.

60%

50%

40%

30%

20%

Percent of LHS

10% While starting a PBM can present significant challenges for LHS around building
administrative capacity, raising capital, and breaking into networks characterized
0% by long-standing relationships, LHS-owned PBMs also present several attractive
Yes, Within 2 Years Preliminary Discussions, No Immediate Plans, Don't Know / Already opportunities. LHS may seek to use their own PBM to better align financial
but No Timeline Establishea Staying with Current PEM Havea PBM incentives with strategic goals, create more transparency in the drug pricing
process, and be more effective in catering to the unique needs of their patient

’ 2019 2020 populations.

*Percentages may not equal 100 due to rounding.

“We talked about starting a PBM, but felt like that wasn’t our core competency, so we decided consciously to partner with
a PBM rather than start our own. Our legal group also felt that there was a significant amount of risk there."

- Chief Pharmacy Officer, Leading Health System

© Copyright 2020 The Health Management Academy. All rights reserved.



Protecting 340B Status Continues to be a Priority

The 340B program is a valuable revenue source, which, despite recent legislative proposals to decrease the financial
benefits of the program, remains an important part of the revenue stream for many specialty pharmacies

Percent of 340B Revenue Across LHS Specialty Pharmacy Maintaining Revenue from 340B is Key For LHS

(2020) Nearly half (45%) of LHS stated that between 60-100% of their specialty
pharmacy revenue comes from the 340B program. Further, 73% of entities
nationwide dispense 340B drugs through an in-house pharmacy, with 27%
contracting with outside pharmacies to dispense 340B drugs.’

80-100%

0-20% Recent proposals to reduce 340B program funding do not seem to have
affected LHS' resolve to expandtheirspecialty pharmacy services. Nonetheless,
340B payments are an important part of many LHS' pharmacy-associated
revenue, and there is continued interest in protecting 340B status across
LHS. LHS may continue to face headwinds in maintaining 340B revenue

Categories Not in the future. Although previous policy efforts to reduce 340B funding were
Represented unsuccessful,2 CMS may attempt to re-implement proposed funding cuts, but
e 20-40% in smaller amounts.® LHS pharmacy executives indicate that the 340B program

continues to be top of mind, and will continue to strongly advocate for the
preservation of 340B benefits with their government relations teams.

60-80%

40-60%

Percentage of specialty pharmacy revenue from 340B

*Percentages may not equal 100 due to rounding.
I Y 9 I " MedPac, May 2015 Report to The Congress: Overview of the 340B Drug Pricing Program.

2 Mintz, “340B...,” Ellyn L. Sternfield.
3 Mintz, “CMS Takes...,” Ellyn L. Sternfield.
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Dual Accreditation Increasingly Important, URAC Leads in Growth

Specialty Pharmacy Accreditation Across LHS Dual Accreditation More Important, Common
(2017-2020) In 2020, over three-quarters of LHS (85%) reported that they
hold URAC accreditation, with smaller proportions also holding
100% accreditation from either the ACHC (38%) or the Joint Commission

(31%). Over three-quarters (77%) of LHS reported having at least
two accreditations in 2020, a slight increase from 2019 (72%).

80%
N Accreditation continues to play an increasingly important role
5 63% in validating specialty pharmacies’ efficiency and quality, both
©  60% from the perspective of payers and drug manufacturers. Since
% 2017, the proportion of LHS with Joint Commission accreditation
% 389% of their pharmacy has fallen (from 63% in 2017 to 31% in 2020).
o 40% A contributing factor for this change may be that URAC and
ACHC have specialty pharmacy accreditation programs that are
31% more narrowly tailored, while the Joint Commission’s pharmacy
20% 13% accreditation sits within its Home Care Accreditation Program and

encompasses a broad range of pharmacy providers.'
0%
2017 2018 2019 2020

— Joint Comission URAC — ACHC

*Percentages may not equal 1 to rounding.
ercentages may not equal 100 due to rounding " Pharmacy Times, “Pursuing Specialty Pharmacy Accreditation,” 2019.

© Copyright 2020 The Health Management Academy. All rights reserved.



Split Expectations on Growth in Medical Benetit Spending

LHS are evenly split on their expectations for future changes to the percentage of medical benefit spending in specialty pharmacy

Although most LHS specialty pharmacy drug spending occurs under the pharmacy benefit, any increases in medical benefit spending would present unique challenges around billing,
claims processing, and follow-up. LHS pharmacy leaders are often challenged with medical benefit codes that are less specific and detailed than pharmacy benefit codes, and medical
benefit claims and prior authorizations are often less automated.’

Proportion of Medical Benefit

Spending for LHS Specialty Pharmacies LHS Perspectives on Change in Medical Benefit Spend
(2020) (2020)
20-40%
0-20%
17%
Stay Abou
17% 17% e
Decrease Decrease
Dramatically Somewhat
Categories Not
Represented
* 40-60%
* >60%

*Percentages may not equal 100 due to rounding.

' CVS Health, “Managing Specialty Drug Spend Under the Medical Benefit,” 2017.

© Copyright 2020 The Health Management Academy. All rights reserved.
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| HS Recognize the Need for Action in Specialty Pharmacy

The LHS Approach to Specialty Pharmacy Decision-Making

Conduct Due Diligence and Evaluation Choose Type of Growth Strategy

=  What: Further develop internal capabilities and

= Growth in patient census core competencies

= Ability to drive internal referrals and utilization " Who: Largest and highest-volume health systems

N often best positioned for this strate
=  Access to medications and payer networks P )

= Robustness of analytical capabilities for tracking

patient satisfaction =  What: Develop some capabilities internally and

=  Provider and system leadership buy-in utilize specialized expertise of partners for others

= Access to capital =  Who: Midsize and moderate-volume health
systems often best positioned for this strategy

= Regional competitive and payer landscape

=  Presence or entrance of market disruptors "  What: Contract out most or all services
=  Regional workforce and demographic =  Who: Health systems pursuing a lower-risk, less
characteristics capital-intensive strategy often best positioned for

this approach

Prepare for the Future

As the specialty pharmacy market
grows and evolves, the degree to
which health systems pursue one
strategy exclusively may also change.

One of health systems’ primary
advantages in specialty pharmacy is
their relationship with the patient and
the consequential benefits in ensuring
continuity of care. A focus on continuity
of care is often the impetus behind
large LHS building their own internal
specialty pharmacy.

Model adapted from, “Indecision Is Not an Option: Understanding the Range of Business Models for Health-System Specialty Pharmacy.” Pharmacy Times, 2018.

© Copyright 2020 The Health Management Academy. All rights reserved.



Most LHS Build Specialty Pharmacy Capabilities In-House

Ownership and Partnership Structure in LHS Specialty Pharmacy

(2020)

100% B

80%
o 46%
L
= 60%
5 93% | 85% | 93% 005
% 40%
(ol

20%

0%

L ™) (\ ®
& N @%\%@QQ é{\@ @‘2’

Q@& Q@“@.'QQQ Q\@ Q‘Q

& QQQ’C} %QJQ
< e

Outsourced @ Service Not Offered

*Percentages may not equal 100 due to rounding.
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LHS Partner or Outsource Few Specialty Pharmacy
Services

The majority of LHS specialty pharmacies provide most of their services
in-house. However, the most commonly outsourced components of
LHS specialty pharmacies include accreditation preparation (21%),
compliance (15%), analytics and data (15%), and contracting support
for payer networks (15%,).

Among LHS who do outsource, the primary rationale expressed for
doing so was to gain specific specialty pharmacy expertise from their
outsourcing partner. There were varied responses among LHS in
their rationale for not outsourcing. The primary reasons for avoiding
outsourcing were a desire to build up internal capabilities (79%), a
lack of perceived improvement in financial (57%) or patient outcomes
(57%), and the expense and capital requirements associated with
outsourcing (50%).

“The thing that | constantly struggle with is,
what should | be centralizing? Should | build
a warehouse? Should | have centralized
purchasers? Who has centralized processes
throughout the organization?"

- Chief Pharmacy Officer, Leading Health System



| HS Find Value in Specialty Pharmacy & Care Delivery Integration

Pharmacy’s Role in Promoting Continuity of Care One LHS’ Description of Pharmacy’s Clinical Value

“I think it's most important for people to understand the role that the health
system can play in providing specialty pharmacy services and the true value that
they can provide patients and providers when compared to national specialty

Sl e pharmacy chains.

knowledge | usually like to give the example of a transplant patient. In the old model, you

& expertise might have a patient who received a liver transplant and is being cared for by

the best medical team in the world. But, when the physician gives the patient 14
different prescriptions after his transplant, all he can do is hope that the patient
can afford all of the medications and he actually takes them. If the patient doesn't,
his new organ will likely be rejected and he may end up in the emergency room a
few weeks later.

Improved patient

outcomes &
care coordination So, our providers can do all of the best clinical work imaginable, but it’s like

carrying the football all the way to the 10-yard line and then being forced to

walk away and let someone else take the football into the end zone. Now, with a
specialty pharmacy that we fully own and control, we can continue to track that
patient for as long as necessary to ensure they receive the care they need. It really

Prescriber : . :
allows us to close the loop and provide the full continuum of care for our patients,

expertise in
pazent care which is of the utmost importance for our health system as a whole." 1

- Assistant Director of Pharmacy, Health System

' Pharmacy Times, “The Growing Role of the Health-System Specialty Pharmacy,” 2018.
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A LHS Approach to Clinical Integration

Clinical Integration to Support Improved Health Outcomes!

Improved

Patient
Outcomes

“We're really trying to integrate pharmacy clinical services
with our health plan to take a population health approach,
in order to decrease costs and increase productivity.”

- Director, Pharmacy Services, Leading Health System

New Staffing Structure and Roles

Stafﬁng Model Eachclinicis staffed with at least one clinical pharmacist
and one pharmacy technician, who collaborate closely

— with clinical care providers.
Pharmacist Pharmacists are responsible for medication selection,
o eno.e initiation, and monitoring. These responsibilities
Responsibilities support patients’ access to medication, and provide a

with medication cost or adherence.

E care coordination touchpoint to identify any difficulties

Results for Applying ar.wd integrating pharmacists spegahzed
. knowledge into the care process allows providers to
Patients

practice atthe top of their license. In addition, patients
+ build stronger relationships with their pharmacy
E - m teams, which can lead to improved health outcomes.

' Bagwell, Autumn, et al. “Advancing Patient Care Through Specialty Pharmacy Services in an Academic Health System.” Journal of Managed Care & Specialty Pharmacy, vol. 23, no. 8, 2017, pp. 815-820., doi:10.18553/jmcp.2017.23.8.815.
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Improved Efficiency and Patient Outcomes
Through Clinical Integration

Sample Workflow from an AMC's Integrated Specialty Pharmacy’

Yes

Set up: Has the patient
e |nitial delivery reported any new

Prior authorization Insurance
completed or approval

appealed check

Pharmacy tech begins
benefits investigation

e Financial assistance issues during the call?
check
e Scheduled refill calls

Specialty
pharmacy team
notified

Pharmacist reviews
labs, counsels patient

Yes

Results documented
in EMR

Technician notifies pharmacist

of additional patient needs

Pharmacist notifies

providers of any concerns

= Integrating a pharmacist and pharmacy technician into the care delivery process through a defined workflow produced advantages in efficiency and outcomes.

= Byincorporating multiple checkpoints between the pharmacists, pharmacy technician, and prescriber, improved outcomes were produced through verification of medication access,
adherence, and efficient notification of any gaps in care.

' Bagwell, Autumn, et al. “Advancing Patient Care Through Specialty Pharmacy Services in an Academic Health System.” Journal of Managed Care & Specialty Pharmacy, vol. 23, no. 8, 2017, pp. 815-820., doi:10.18553/jmcp.2017.23.8.815.
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Future Outlook: Impact of COVID-19 on LHS Specialty Pharmacy

q

Telehealth Growth and Specialty Pharmacy

I%\\

Changing Payer Mix

Pharmacy Workforce Development

Spurred by the pandemic, telehealth has seen rapid
expansion in several areas: technological infrastructure,
adoption by providers and patients, in-home drug
administration, and expansion of payment terms
and use cases by both payers and government.
However, provider visits for conditions requiring a
specialty medication continue to occur in-office more
often compared to visits for conditions that do not
require a specialty medication.® This may be because

The economic downturn caused by the pandemic is
likely to increase the number of Medicaid covered lives
and decrease the number of commercially insured
patients, as was observed following the recession of
2008-2009.* The financial impact of this shift on LHS will
largely be influenced by whether the local Medicaid
market is fee-for-service or managed care, with fee-for-
service environments having a greater negative impact
on margins.*

As LHS execute their COVID-19 recovery strategies,
they are considering the evolution of the pharmacy
workforce. Prior to the pandemic, there were indications
that overall employment for pharmacists would
remain flat until 2028, and that less than half (37.7%)
of PharmD graduates had specialty pharmacy training.?
Post-COVID, the development of new vaccines or
treatments and increased focus on pharmacists’ role as
providers may act to increase demand for pharmacists.

of the comparatively high-touch nature of specialty
medications.

“What do people really want? How do we prevent an
attack from PillPack? The perspective from the consumer
group is going to help us start the shift.”

“As we develop expertise, we become a target for
commercial specialty pharmacies who come in and want
to pick off people from the health system, so we need to
think about retention.”

- Director, Pharmacy Services, Leading Health System

- Chief Pharmacy Officer, Leading Health System

" US Bureau of Labor Statistics, “Occupational Outlook Handbook: Pharmacists.”

2 Journal of Managed Care and Specialty Pharmacy, “Student Perspectives Regarding Specialty Pharmacy Within Doctor of Pharmacy Curricula.” 2019.
3|QVIA, "Monitoring the Impact of COVID-19 on the Pharmaceutical Market,” June 8 2020.

* ExceleraRx - Ben Duscher, May 28 2020.
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Methodology

In March and April of 2020, The Health Management Academy administered a quantitative Academy Project Team

survey among pharmacy executives at Leading Health Systems regarding their specialty

pharmacy programs. The 14 quantitative survey responses and 6 qualitative insight Study Authors

conversations represent 15 unique health systems. Respondent roles included Chief

Pharmacy Officer, COO of Pharmacy, Pharmacy Director, Director of Specialty Pharmacy = Dan Healy, Senior Analyst, Research & Advisory
Operations, Director of Specialty Pharmacy, Corporate Director of Pharmacy, Assistant = Jackie Risco, Associate Director, Research & Advisory
Director of Specialty Pharmacy, Vice President of Specialty and Retail Pharmacy, CEO

of Pharmacy Services, and Vice President of Pharmacy Services. The responding health Production

systems have an average Total Operating Revenue of $4.7 Billion and operate a total of 150

hospitals. This research was funded in collaboration with CSI Specialty Pharmacy Group, an * Anthony Casini, Senior Graphic Designer

Intalere company.

The information and opinions in this report were prepared by The Health Management Academy or one of its affiliates (collectively “The Health Management Academy"). The information herein is believed to be reliable and has
been obtained from public sources believed to be reliable. The Health Management Academy makes no representation as to the accuracy or completeness of such information. The Health Management Academy may engage
in activities, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this research presentation. In addition, others within The Health Management Academy, including strategists and staff, may take a
view that is inconsistent with that taken in this research presentation. Opinions, estimates and projections in this report constitute the current judgment of the authors as of the date of this report. They do not necessarily reflect the
opinions of The Health Management Academy and are subject to change without notice. The Health Management Academy has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof in
the event that any opinion, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.

This report is provided for informational purposes only. Any reproduction by any person for any purpose without The Health Management Academy’s written consent is prohibited.
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Participating Leading Health Systems
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TheAcademy

The Health Management Academy(The Academy) bringstogether health system leadersand innovators to

collectively address the industry’s biggest challenges and opportunities. By assisting member executives
to cultivate their peer networks, understand key trends, develop next-generation leaders, and partner to
selt-disrupt, they are better positioned to transform healthcare.
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